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BACKGROUND

Because of its span of program and adm nistrative authority, the Departnent is
in the position of reviewi ng, reacting to, and settlingdisallowances froma
vari ety of sources. These disallowances contain conplexities that affect
prograns and funds admi ni stered by DHSS.

This policy is a result of a conposite of recommendations fromrepresentatives
t hr oughout the program divisions, Ofice of Policy and Budget (OPB) and
Di vi si on of Managenent Services (DMS).

CBJECTI VE

Di sal | owances must be inplenmented in a reasonable and efficient manner in
accordance with the Departnent's financial stewardship responsibilities.

Thi s docunment outlines policies and procedures to be used in adm nistering
paynment di sallowances resulting froman i ndependent audit by an externa
agency. The inplenmentation of a disallowance should be reasonable and rel ated
to the specific disallowance issue or finding.

If there are valid reasons to question a proposed disallowance, it is the
state's policy to make every effort to appeal the disallowance and ninimze
the effects on the state and | ocal governnent. 1In addition, federa

di sal | omances do not always fall within the real mof control of the state or
| ocal agency.

This policy statement has been devel oped to be used as a framework for
di sal | owance issues facing the Departnent and | ocal government. No witten
policy or procedure can cover every situation

APPLI CABI LI TY

This policy statement applies to fiscal disallowances after all reasonable
appeal s by the state have been exhausted.

I ncl uded

1. Di sal | ownances by federal audit or federal programreview applicable to
| ocal or state adm nistered programnms are covered
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2. O her independent or external audits that result in |oss of federal or
state funds are covered (e.g., audits of funds granted DHSS by anot her
st ate agency).

Excl uded

1. Audits perfornmed by the Department are not covered. SeeAUDIT 1.0
(Audit Liaison and Resol ution--DHSS O gani zati ons).

2. Quality Control or adm nistrative disall owances applied by the
Departnent are not covered (e.g., DES Incone M ntenance, Quality
Control and CRN identified errors for specific items such as
eligibility, benefit or incone factors). This policy and procedure is
covered in the I M Adm ni stration Manual .

DEFI NI T1 ONS

Speci fic Disallowances. A disall owance based on a specific issue or failure
by a specific state or county unit or contract/provider agency. The reason
(or the conpliance issue) and the responsible entity can be clearly
identified.

Project Disallowance. A disallowance that represents a dollar sanction froma
sanpl e projected state or agency-wide. It is based on sone fornmula or
sanpling technique. This nethodology is sonetimes used by the federa
governnent as a disall owance policy.

PCLI CI ES AND PROCEDURES

Speci fic Disal |l owances

1. The Departnment, at the earliest possible date, will give witten notice
to all affected counties or provider/contract agencies of the possible
sanction and di sal |l owance when it is known or suspected that a
di sal l omance will be made. It is the Departnent's responsibility to
file any appeals, but provision will be nmade for affected counties or
agenci es to have input.

2. VWhen all state appeal s have been exhausted or term nated, the Depart nment
will officially informthe |ocal agency of the sanction or disallowance.

3. No current year state appropriations will be used to cover the
di sal | omance wi t hout approval by the Department of Adm nistration (DQOA)
and the Joint Cormittee on Finance (JFC). An agency incurring the
di sal | omance shall pay the sanction.

4. A nethod and timng of paynment shall be deternined by the Departnent of
Health and Social Services. The nethod shall take into account the
total operating budget of the agency.
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5. The | ocal agency may appeal the decision on nethod and tim ng of paynent
to the Ofice of the Secretary
6. If the local agency is required to make paynent and refuses to do so,

the Departnment shall collect the disallowance fromfuture paynents due
t he agency.

Projected Di sal | owances

1. The Departnment, at the earliest possible date, will give witten notice
to all provider/contract agencies or counties of the possible sanction
and di sal l owance when it is known or suspected that a projected
di sal l omance will be affecting agencies or counties. It is the
Departnent's responsibility to file any appeals, but provisions will be
made for affected counties or agencies to have input.

2. VWhen all state appeal s have been exhausted or term nated, the Departnent
will officially informall affected agencies of the sanction or
di sal | owance

3. In each instance, the Secretary's Ofice, upon reconmrendati on by DMS and
the program division(s) should establish a threshold for passing on a
| oss of federal funds to the | ocal agencies.

All or a substantial portion of the sanction will be passed on to |oca
agencies if the determ ned reason is within the control of |oca

adm ni stration. The Secretary's Ofice shall designate a unit within
DHSS to communi cate the formal distribution of the disallowance and
determ ne the cost or share or each county or provider agency.

Cenerally, the DM5S should review the disall owance i ssue and funding

i nplications and recommend a distribution nethod in conjunction with the
af fected program division. However, the Secretary may establish a

commi ttee including community or |ocal agency representatives to
reconmend the distribution and paynment net hod.

4. The affected agencies will be advised as to the distribution fornul as
pl anned to be used and will be allowed thirty (30) days for conment
prior to application of disallowances.

5. An appeal may be nmade to the Secretary's Ofice.

6. After the above steps have been conpl eted, the payment procedures wl|

follow 3 through 6 under "Specific D sallowances."
Consi derati on of Ambi guous Policy
If a disallowance is alleged to be the result, in whole or in part, of

anbi guous or "error prone" policy instructions fromthe state, the usua
process for the disallowance shall occur with additional steps |listed bel ow
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The Secretary's O fice nmay appoint a DHSS unit to establish a commttee

i ncluding | ocal agencies to recommend the liability between the state

and the local administration. Anmong the factors this commttee nmay consider
are the foll ow ng:

1. Any sanction involved nust exceed a threshold established by the
Secretary, upon recommendation of DVS and the program Admi ni strators,
for passing the loss of federal funds to the | ocal agency.

2. A formula for distribution of the disall owance shall be devel oped and
approved by the Secretary's Ofi ce.

Departnent Liability FromAudits

VWhen it is determined that the Departnment is responsible for part or all of a
di sal | omance, the follow ng procedure shall take place

1. The cost normally shall be assessed to the adm nistrative unit
(division) responsible for the disall owance.

2. VWhen there is anmbi guous or shared responsibility, the cost may be
di stributed. Cenerally, DV5 shall reconmend a distribution.
Alternatively, the Secretary may establish an ad hoc comittee to
recommend the distribution.

3. If the disallowance is so large that the Secretary's O fice deternines
there woul d be serious, undesirable side effects if it were paid
entirely fromthe operating budget of the responsible admnistrative
unit (division), the Departnment in its capacity as "single state agency”
may seek to pay some or all of the disallowance from surpluses in other
units' appropriations, pursuant to |egislative approval.

REFERENCE

I M Admi ni strati on Manual
AUDIT 1.0 (Audit Liaison and Resol ution--DHSS O gani zati ons)
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